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UMMARY 


1973 was a mixed year for the Greek economy. Rapid GNP growth 
continued (10.5 percent real growth at Factor Cost), and the 
Industrial Production Index registered an average increase of 
16.6 percent over 1972. However, prices rose steeply through- 
out the year. The average Consumer Price Index rose 15.5 per- 
cent over 1972, and the average Wholesale Price Index (nation- 
wide) exceeded that of 1972 by 23.4 percent. Between February 
1973-74 the Wholesale Price Index leaped 54.6 percent. Wages 
also continued to climb - minimum wages increased by approxi- 
mately 45 percent, and civil servants’ salaries were up by 
15-20 percent, with an additional 12 percent in the first 
quarter of 1974, Excess liquidity continued to constitute 

a serious problem, although the money supply has grown only 
slightly since mid-year. 


Greece's perennial balance of payments problem continued during 
1973. A healthy growth in exports (47.3 percent) and net ser- 
vices and donations (35.4 percent) was more than offset by a 
65.8 percent increase in imports. The resultant current account 
deficit amounted to $1,188 million (197.7 percent higher than 

in 1972). The deficit was fully covered by net capital inflows, 
and official assets stood at $1,016 million at year's end, an 
increase of $12 million. The outlook for 1974 is for another 
large trade deficit, probably in the vicinity of $3,500 million, 
which will necessitate a drawing down of reserves of about 

$300 million; additional borrowing on the international money 
market; or the utilization of as yet untouched International 
Monetary Fund credits. 


To deflate the inflationary boom and minimize imports, the 
Androutsopoulos Government (the third in 1973) has adopted 

a series of restrictive fiscal and monetary measures which 
include a very tight national budget for 1974, steps to 

recuce excess liquidity and the close scrutiny of all requests 
for import licenses. The task has been made more challenging 
by the international inflationary phenomenon and the energy 
crisis. 


Imports from the United States for the first eleven months 
totalled $266.8 million, 98 percent over the same period in 
i972 and the US share of the market rose from 7.1 percent to 
9.3 percent. 


While the new gevernment favors foreign investment in gener 
recent economic and political difficulties have introduced a 
note of uncertainty into the investment climate, 


wuts 





A, CURRENT ECONOMIC SITUATION AND TRENDS 


a 1973 - A Mixed Year 


1973 was another year of rapid growth for the Greek 
economy. GNP at Current Market Prices is estimated at $15,863 
million ($1,766 per capita), with a real GNP (at Factor Cost) 
growth rate of 10.5 percent. The Industrial Production Index 
registered an average increase of 16.6 percent over 1972 (when 
the rise amounted to 13.0 percent in comparison with 1971). 
The contribution of secondary production to the National Income 
continued to increase (to 36.9 percent vice 35.2 in 1972), and 
the share of primary production continued to decline. Gross 
Fixed Investment rose during 1973 by 15.1 percent (constant 
prices), and constituted 24.4 percent of Total Available 
Resources. Total Consumption increased 11 percent (constant 
prices), and accounted for 73.8 percent of Total Available 
Resources, 


For the man in the street, however, problems over- 
shadowed positive developments by year's end. The most visible 
of these difficulties was a rapidly mounting wage-price spiral 
which began in the last quarter of 1972. The Consumer Price 
Index registered an average increase of 15.5 percent over 1972 
(the 1972 over 1971 rise was 4.4 percent), and during February 
1973-1974 (latest available data) the increase amounted to 
33.4 percent. The average National Statistical Service Whole- 
sale Price Index (nationwide) for 1973 was 23.4 percent over 
that for 1972 (1972 over 1971 was 6.3 percent). During February 
1973-1974 the Index jumped 54.6 percent, 


Salaries and wages continued their upward movement 
into 1974, Civil servants' salaries increased 15-20 percent 
during 1973, an additional 5 percent in January, and 7 percent 
in March. According to the Federation of Greek Industries, 
average white collar salaries paid by Greek industry in 1973 
exceeded 1972 levels by 24 percent for men and 25 percent for 
women. For blue collar workers the figures were 25 and 38 
percent respectively. The government increased minimum wage 
rates approximately 45 percent in 1973. 


Excess liquidity remained a serious problem. In 
January 1974 the level of the money supply exceeded that of 
January 1973 by 26.4 percent, but the absolute increase 
since mid-year has been very slight. (The August 1972-1973 
increase was 33.9 percent). Outstanding bank credits to the 
private sector during 1973 rose to 203 billion drachmas, 18 
percent over the December 31, 1972 level, despite credit 
restrictions which were to limit the increase to 10 percent. 





2. New Government Seeks to Apply Brakes to Inflationary 
Boom 


The short-lived Markezinis government was removed 
from office on November 25, but the succeeding Androutsopoulos 
government has continued its predecessor's basic economic 
program aimed at retarding the economic boom, and reducing 
inflationary forces. (The most dramatic of the Markezinis 
measures, the revaluation of the drachma, was counteracted 
by the strengthening of the dollar, and since January 4, 
the dollar/drachma rate has again stood at $1 = 30 drachmas,) 
Austerity in government spending is a key element in the 
program, Total regular budget revenues for 1974 are projected 
at 91.5 billion drachmas (up 5.2 percent from 1973), and ex- 
penditures, despite greatly increased wages and prices will 
increase only 2.4 percent to 81 billion drachmas. Public 
investment will be drastically reduced to 18 billion drachmas 
(down 26.2 percent). 


In the monetary sphere the government effected a 

number of measures designed to reduce excess liquidity. 
The credit squeeze was further tightened by restricting 
outstanding bank credits to the private sector until June 
1974 to two or four percent (depending on the size of the 
institution) over their December 31, 1973 level. Other 
measures include an upper limit for the distribution of 
dividends and profits by businesses this fiscal year to 

10 percent above those for the previous year, and an increase 
of two units in interest rates to encourage private savings 
deposits (deposits grew 10.8 percent in 1973 compared to 
25.8 percent in 1972). 


The government has also made an effort to channel 
investment into productive sectors by limiting the distribu- 
tion of dividends and profits, by allowing substantial tax 
write-offs and interest rate subsidies for small and medium 
Sized industrial and handicraft enterprises which reinvest 
profits in new equipment, and indirectly by imposing a heavy 
tax for one year on most non-productive construction projects. 


The government has announced that it will not allow 
price increases in certain basic commodities and services, 
but thus far has not resorted to a reinstitution of the 
elaborate and largely ineffective price control system 
which was terminated by the Markezinis government. The 
imposition of export controls on a limited number of 
products was aimed at preventing price increases in the 
local market due to insufficient supply and, in addition, 
to minimize import demand. 





While the government has made a determined effort to 
combat inflationary forces, it is too early to evaluate the 
effectiveness of the program. The current international 
inflationary phenomenon, and the energy crisis, are further 
complicating the task. Given reasonable stability in inter- 
national economic conditions, and in Greece's domestic 
affairs, 1974 should be a year of substantial but reduced 
GNP growth (4-5 percent in real terms), a rate sufficient to 
prevent unemployment from becoming a serious or general problem, 
A reduction in the rate of increase of the cost of living is 
within the bounds of realistic expectations during the first 
half of the year. 


3. Balance of Payments: Healthy Growth of Exports and 
Net Invisibles, but Imports Skyrocket 


Greece's perennial balance of payments problem continued 
during 1973. The condition, which is typical for a rapidly 
developing nation, is characterized by a sizable trade deficit, 
and a heavy dependency on invisible earnings and capital in- 
flows. Based on Bank of Greece final data during CY 1973 
total imports rose over CY 1972 by 65.8 percent to $4,047 
million, while exports increased 47.3 percent to $1,230 million, 


The merchandise deficit widened 75.4 percent to a record level 
of $2,817 million, 


Net services and donations increased 35.4 percent to 
$1,629 million. Thus the current account deficit for 1973 
amounted to $1,188 million (197.7 percent higher than in 1972). 
This deficit was fully covered by increased net private and 
official capital inflow (including an extremely high figure of 
$143 million, on the receipts side, for errors and omissions). 
Official assets in gold and convertible currencies rose by $12 
million and stood at December 31, 1973 at the $1,016 million 
level. Outstanding foreign supplier credits at the end of 
1973 amounted to $931 million, and a shift toward longer-term 
financing has become evident. 


Outside forces will play an extremely important role in 
determining the 1974 balance of payments picture. Conditions 
in Western Europe and the U.S., and to a lesser extent Japan, 
will affect exports, workers and shipping remittances, tourism, 
and capital inflows. Based on most recent projections it appears 
likely that exports and remittances will remain strong, but that 
the increase in tourist income will level off. The end of 
hostilities in the Middle East would have a positive effect on 
tourism, since past patterns indicate many travelers to that 





region also visit Greece. The Government has established 
special gasoline prices for tourists driving to Greece, and is 
reportedly giving consideration to subsidizing jet fuel for 
charter flights. 


The oil crisis will have a serious effect on the 
import bill. In 1973 Greece's oil imports amounted to $413 
million, and conservative current estimates put the 1974 figure 
at $800 million. (A promising oil and gas strike off the 
island of Thassos, for which evaluation tests have not yet 
been completed, offers some relief in the future from complete 
dependence on foreign sources for petroleum). Oil prices, 
however, can not be blamed for the tremendous jump in imports 
for 1973, which was due to a variety of factors, including an 
increasing demand for foreign goods resulting from the impres- 
sive growth rate of the GNP in recent years; the high liquidity 
of the economy; reduced confidence in the drachma; and to higher 
international prices. The Androutsopoulos Government has made 
plain its intention to minimize non-essential imports. Mea- 
sures already adopted include: (1) close scrutiny of all 
import licence applications; (2) steep increases in required 
advance prepayments for certain imports, and the extension of 
the period such prepayments must remain on deposit; (3) pricing 
policies aimed at reducing non-essential uses of petroleum 
products, particularly gasoline (premium sells at $2.08 per 
gallon, over 100 percent above the November 1 price); (4) the 
imposition of temporary export restrictions on a limitec 
variety of items considered in short supply on the local 
market. 


Turning to the capital account, although no downward 
trend in investment is yet perceptible, recent domestic eco- 
nomic and political difficulties have introduced uncertainty 
into the investment climate, which might have an adverse 
effect on capital inflows. During 1973 Greece obtained 
$305 million in long-term borrowings in the Eurodollar 
market, and in March, 1974, the Bank of Greece secured a 
$250 million 10-year loan, the largest ever granted to Greece 
in the Eurodollar market. Greece's external postwar debt 
stood at approximately $3.4 billion at the end of 1973, and 
the debt-service ratio* at 13.4 percent, an acceptable level 
for a nation at Greece's stage of development. 


Despite attempts at corrective measures, the outlook 
for the current year is for another large trade deficit, 
probably in the vicinity of $3,500 million. Even from an 
optimistic point of view, the Greek Government and Bank of 


* Total foreign debt service in relation to total exports and net 
invisible earnings. 





Greece will have to choose between drawing down reserves 
about $300 million, additional borrowing in the international 
money market, or utilizing as yet untouched International 
Monetary Fund credits. 


B. IMPLICATIONS FOR THE UNITED STATES 


1. U,S, Share of Market Up - Long Range Market Promising 


U.S. exports to Greece during January-November 1973 
(the latest available data based on Greek customs statistics) 
amounted to $266.8 million, a 98 percent increase over the 
same period in 1972, and substantially higher than the overall 
growth of Greek imports. The increase was due mainly to higher 
shipments of foodstuffs (up 309.8 percent to $46 million), 
machinery and transport equipment (up 110.1 percent to $142 
million) and other manufactured goods (up 36.3 percent to $31 
million). The U.S. share of Greek imports rose from 7.1 per- 
cent in January-November 1972 to 9.3 percent in the same 
period of 1973. 


In 1974 the Greek Government will attempt to minimize 
non-essential imports in an effort to cope with its balance 
of payments problem. A further disadvantage for U.S. suppliers 
is the progressive reduction in tariff barriers for Common 
Market members, which reached 90 percent in November 1973 
for commodities not produced locally. Nonetheless, the rapid 
growth of the industrial and service sectors, and the steady 
modernization of the economy as a whole, together with the 
growing affluence of the Greek consumer make Greece a pro- 
mising long-range market. 


Energetic salesmanship and liberal financing remain 
key factors for increased U.S. exports. Export-Import Bank 
assistance is available to help improve U.S. competitiveness 
and the presence of a number of U.S, branch banks can make 
initial and sustained market penetration easier. It should 
be noted that at the end of 1973 only 7.6 percent of Greece's 
outstanding supplier credits were provided by the United 
States, compared with 25.7 percent by West Germany, 18.4 
percent by France, 12.1 percent by Italy, and 7.8 percent 
by the United Kingdom, 


Greek exports to the United States during the January- 
November 1973 period declined 5.6 percent to $73.7 million, 
thereby reducing the U.S. share of Greek exports from 10.4 





percent in January-November 1972 to 6.6 percent in the same 
period of 1973. (Greek customs data reflect a decline in a 
number of categories, particularly in tobacco sales, but 

show a considerable increase in sales of manufactured goods.) 
Despite this trade surplus, the United States experienced its 
usual current account deficit with Greece - $504 million 
during January-November 1973. 


2. Areas of Special Interest for U.S. Suppliers 


The Greek Government and its agencies are potential 
customers of U.S. firms for $301.5 million in equipment and 
supplies (excluding agricultural and most petroleum products) 
to be procured in 1974 through international tenders. The 
single largest categories are: plant equipment ($51.4 million), 
telecommunications equipment ($51.3 million), machinery equip- 
ment ($28.3 million), and electrical equipment ($28.7 million 
not counting major Public Power Corporation purchases). 


At this stage of Greece's economic development the 
demand for machinery offers a wide range of opportunities to 
U.S. business. General machinery sales increased to $195 
million and the U.S. share of these sales were up almost 50 
percent to $14.4 million during January~November, 1973.* 

Total textile machinery sales climbed to $67 million, and 
special industry machinery to $72.5 million. Sales of metal 
working machinery jumped 63 percent to $34 million, and the 
response to a Department of Commerce catalogue show late in 
1973 indicated considerable local interest in American products 
in this line. The U.S. share of office machinery sales dropped 
somewhat in 1973, but still stood at 18 percent of the $1l 
million market. 


Agricultural machinery imports grew 54 percent to $40 
million, and U.S. sales were up 162 percent to $3.6 million. 
With respect to U.S. sales of agricultural commodities, 
current estimates place total deliveries for 1974 at approx- 

imately $140 million (mostly for grain). Due to the establish- 
ment of Greece's first soybean crushing plant, prospects are 
favorable for substantial soybean sales beginning later this 
year. Export opportunities also seem favorable for pulses, 
baby food, poultry meat and parent stock, and vegetable oils. 


Although 1974 does not appear promising for automobile 
sales due to the government's current measures to minimize 


* Unless otherwise specified all import figures in this 
section are for January-November 1973, and percentage 
increases are over January-November 1972. 





non-essential imports, the long-range market for smaller models 
could be excellent. Imports totalled $186 million during the 
first eleven months of 1973 (a 45 percent increase), and U.S. 
sales increased 36 percent to $3 million. 


- Aircraft sales almost tripled to $97.2 million and 
U.S. sales continued to dominate the market. 

- Synthetic fiber imports increased 77 percent to $35 
million, and U.S. sales, although still small, almost doubled. 

- Crganic chemicals continued to be a large ($40 million) 
import market, and the U.S. accounted for 16 percent of sales. 

- Plastics materials imports increased 62 percent to 
$72.6 million, 

- U.S. sales of lumber grew 83 percent to $3.2 million 
(out of a total of $45.9 million). 

~ Medicinal and pharmaceutical imports increased to 
$69.4 million, and U.S. sales increased 32 percent to $7.2 
million, 

- Long run prospects for the tourist industry appear 
bright, offering opportunities for hotel and recreational 
equipment, and for managerial services, 


Other areas where American equipment has good to excel- 
lent export potential include: construction and mining; food 
processing and packaging; commercial and industrial refrigera- 
tion; air conditioning; measuring and control instruments, 
pollution and environmental control; and shipbuilding. 


3. Export Possibilities in Public Works Projects 


The government's anti-inflation program, particularly 
the severe cuts applied to the public investment budget, has 
resulted in the postponement of numerous projects not yet 
started and delays in ones already underway. Plans for the 
new Athens airport apparently have been shelved for the 
foreseeable future, It now appears that the existing airport 
will undergo extensive alteration to enable it to cope with 
growing traffic for the next ten to fifteen years. Preliminary 
work on the proposed Athens subway is progressing slowly. 


The Greek Public Power Corporation (PPC) is continuing 
its negotiations with a U.S, engineering firm for the consulting 
contract for Greece's first nuclear power plant. Current plans 
call for its installation in 1983, to be followed by a series 
of others. The PPC will also continue its development of con- 
ventional power resources, and plans to request proposals in 
late 1975 or early 1976 for civil engineering works and equip- 
ment for a 360 MW hydroelectric power plant at Sfikia on the 
Aliakmon River. 





The Ministry of Education will invite bids for $10 
million worth of scientific equipment, teaching aids and 
furniture for a technical education project (KATE Schools) 
partially financed by the IBRD. International tenders for 
the supply of $2.7 million in equipment for another IBRD 
financed project, Education II, are expected soon, 


An American consulting firm is drafting the terms of 
reference for the supply and installation of a $2 million auto- 
mated traffic control system for the Athens area. Current plans 
call for the issuance of international tenders in late 1974, or 
early 1975. 


The National Tourist Organization plans to invite 
international tenders for the procurement of $1.6 million for 
a mineral water health center at Kilini. 


4. Investments: Short-run Uncertainty, Long-run Potential 


Fen debnenntetetineancama aan ata ns eaeninencamaeate 
High 


Greece's recent economic and political difficulties 
have introduced a note of uncertainty into the investment 
climate. The Androutsopoulos Government has not yet clarified 
its position on a number of issues, among them foreign invest- 
ment. In general, past governments have sought to promote the 
influx of foreign capital, particularly in areas which will 
earn or conserve foreign exchange. Areas of particular promise 
include tourism, mining and minerals (aluminum, nickel, chro- 
mite, magnesite, asbestos, copper, et al.), and basic industries 
such as steel, chemicais and petroleum products. 


American investment in Greece under basic investment 
law 2687/53 totals about $374 million (out of total 2687 
investments of $540 million) and consists of about eighty 
different investment projects. 


In 1973 American investment accounted for an estimated 
$40 million of a total 2687 inflow of $61.6 million. American 
investors have generally been attracted by an equitable invest- 
ment law, preferential entry into the Common Market, a relatively 
well-developed infrastructure and dependable and low-cost labor 
(although labor has ceased to be in abundant supply). 


In addition,on December 31, 1973, 887 firms (710 ship- 
ping and 177 commercial-industrial; 62 of them U.S.) operated 


under laws 89 and 378 which grant tax-exempt status to regional 
supervisory offices. 
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